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Value in millions U.S. $ Exchange Rate:1975: U.S. ‘ = 8.25 Kenya Shillings 
unless otherwise indicated 1976: U.S. : 8.31 Kenya Shillings 
% change computed with 1977: U.S. : = 7.95 Kenya Shillings 
shilling values 


ECONOMIC INDICATORS 


% Change 
1977/76 

Population at mid-year (millions) : i ; +3.6 
GDP at constant (1972) prices +7 .3 
Per capita GDP at constant 

(1972) prices (in dollars) +3.7 
GDP at current prices +28. 
Per capita GDP at current prices 

(in dollars) +23. 
GNP at current prices +28. 
Per capita GNP at current prices 

(in dollars) +31. 
Gross fixed capital formation at 

constant (1972) prices 
Gross fixed capital formation at 

current prices 
Money Supply (M2-Dec. 31) 
Commercial bank credit outstanding 

(Dec. 31) 
Commercial bank deposits (Dec. 31) 
Ratio of lending to deposits (Dec. 31) 
Treasury bill interest rate (Dec. 31) 
Internal public debt (June 30) 
External public debt (June 30) 
Debt service ratio* 
Foreign exchange reserves (Dec. 31)# 
Balance of payments (surplus +, 

deficit -) 

Trade Balance 

Total Current Account 

Capital Movements 

Overall Balance 


SN O— OM OWO 


*Service charges as a percentage of exports of goods and services. 


#SDRS and foreign reserves and foreign liabilities (other than IMF) 
and total net foreign reserves of the Central Government. 


XDifference in errors and omissions. 
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% Change 
1977/76 


Import Price Index (1972 

All Imports +18, 

Non-oil Imports +21: 
Export Price Index (1972 

All Exports +4]. 

Non-oil exports +50. 
Quantum Index (1972 = 100) 

Imports +11. 

Exports +3. 
Terms of Trade (1972 = 100) 

All Items +20. 

Non-oil Items +23. 
Foreign Trade 

Total Imports (C.1.F.) 

Excluding trade with former 

E.A.C. partners 

from EEC 

from U.K. 

from Japan 

from F.R.G. 

from Iran 

From U.SsA. 

from France 

from Italy 

Total Exports (F.0.B.) 

Excluding trade with former 

E.A.€. 

to EEC 

to: FukwG. 

to Uak. 

to Netherlands 

to U.S.A. 

to Zambia 

to Japan 
Trade with former East African 

Communi ty 

Imports 

from Tanzania 20. 

from Uganda 34 

Exports 

to Tanzania 68. 

to Uganda 78. 
Lower Income Consumer Price Index 

(Nairobi) Jan.-June 1975 = 100 

(Dec. 31) 108. 
Middle Income Consumer Price Index 

(Nairobi) Jan.-June 31, 1975 = 100 

(Dec. 31) 107. 
Upper Income Consumer Price Index 

(Nairobi) Jan.-June 1975 = 100 

(Dec. 31) 109. 
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% Change 
1977, 1977/76 
Industrial Production Index 
1972 = 100 165 +15.0 
Electric Power Consumption million 
KWH 1,001.4 1,152.5 1,273.6 +10.5 
Private Urban Construction 
Completed (Units) 13). 758 800 +5. 
Employment in Modern Sector 
(000) 819. 857.2 902.9 +5. 
Earnings in Modern Sector 749. 909.3 1,095.8 +13. 
Arrivals of Visitors (000) 407. 446 = 346.5 : 
Hotel Bed Occur=ncy (000 bednights)3,209. 3,574 3,838 +7. 
Hotel Bed Occupancy Rate 48, 51.2 54.6 +6. 
New Motor Vehicle Registrations 
(number ) 16,332 22,278 
Freight Handled at Port of Mombasa 
(000 tons) 5,948 5,913 5,972 +1. 
Freight Handled at Nairobi Airport 
(tons) 33,598 33,692.3 34,377. +2. 
Freight Handled at Mombasa Airport 
(tons) 646. 639.3 6,197. +867. 
Production Major Products 
Crude Oil throughput (000 tons) : 2,574. ; -0. 
Coffee (000 M. tons) 0 ; +20. 
Tea (000 M. tons) 3 61. y +39, 
Wheat (000 M. tons) , 186. : -9. 
Sugarcane (000 M. tons) ; 1,652. ' +14, 
Sisal (000 M. tons) ‘ 33. : +0 
Pyrethrum extract (M.T.) 16 -12 
Cattle & Calves (000 head) ; 228 -30 
Milk (million liters) ; 208.6 : +24. 
Beer (million liters) ’ 164.1 +18. 
Cement (000 M.T.) ; 986.9 1,144.4 +16. 


COW FN DWM O WO DH 


Main Imports from the U.S. (1977): Aircraft and parts ($18.5 million) svheat ($4mi 1 lion 
insecticides ($3.9 million), tractors ($3.4 million), fertilizers 

($3.1 million), fungicides ($2.6 million), organic chemicals ($1.8 million), 
agricultural machinery ($1.6 million), construction machinery ($1.5 million). 


Main Exports to the U.S. (1977): Coffee ($39.2 million), tea ($16.3 million), 
fluorspar ($1.0 million), sisal fibers ($.63 million), wood handicrafts 
($.59 million) 


ECONOMIC REFERENCES: Economic Survey 1978, Central Bureau of Statistics, 
Ministry of Finance and Planning; Statistical Abstract 1977, MOFP; 1977/8 
and 1978/9 Estimates of Revenue, Recurrent Expenditures, and Development 
Expenditures, MOFP; Annual Trade Report - 1977, Customs and Excise Dept., 
MOFP. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Strong Agricultural Export Performance Stimulates Growth in 1977 


Kenya's economic recovery, which began in 1976, continued through 
1977. The improvement in Kenya's terms of trade and in high coffee 
prices held firm in 1977, and trade performance was further helped 

by a rise in tea prices. Led by high export earnings, Kenya's GDP 

at constant prices (1972) grew by 7.3 percent,the country's highest 
growth rate since 1968. Continued high population growth, however, 
cut this to a modest increase of 3.7 percent in constant per capita 
GDP. All sectors of the economy benefited from the stimulus provided 
by the exceptionally high export earnings of the agricultural sector 
in 1977. The excellent performance of the agricultural sector in 

1977 raised agriculture's contribution to the GDP from 33 percent 

in 1976 to 38 percent in 1977. The manufacturing sector also increased 
its contribution to GDP from 14 percent in 1976 to 15 percent in 1977. 


Fixed capital formation at 1972 prices rose by 21 percent in 1977, 
compared to 11 percent in 1976, amounting to almost 313 million 
dollars. Large increases in capital formation were recorded in tne 
agricultural (up 41 percent) and transport (up 30 percent) sectors. 
Agricultural machinery and the purchase of locomotives for Kenya 
Railways and aircraft by Kenya Airways accounted for the bulk of 

these increases in investment. The private sector accounted for about 
75 percent of 1977 capital formation, while the government contributed 
about 20 percent. The strong performance of the economy resulted 

in domestic savings of about 1 billion dollars, more than enough to 
finance 1977's total capital formation of 987 million dollars at 
current prices. 


The impressive performance of the agricultural sector was due 
primarily to the increased production of coffee (up 21 percent) and 
tea (up 39 percent) and the high world market prices for those 
commodities in 1977. The earnings of coffee producers more than 
doubled over the year, while those of tea producers nearly trebled. 
Milk and sugar output increased substantially over the year, but 
declines were registered in cattle, maize, pyrethrum, and wheat 
production. Overall, the value of agricultural output at current 
prices increased by 63 percent from 1976, but much of this increase 
was due to the 47 percent rise in output prices. The increase at 
1972 prices is only 11 percent. Total value added in agriculture 
increased by 12 percent in constant terms, reflecting a somewhat slower 
rise of input prices than that experienced by output prices. Gross 
marketed production for almost all agricultural commodities, except 
wheat, increased over the year. The overall increase was 66 percent, 
led by an increase in the gross marketed production of coffee of 90 
percent and of 180 percent for tea. The high prices received for 
coffee and tea in 1977 were the dominant factors in the overall 
increases. 


The prices of all crops except paddy rice increased in 1977, and 
there was substantial improvement in the terms of trade of the 





agricultural sector in relation to the rest of the economy. The 
following table shows the dramatic turn-around in agriculture's 
terms of trade in 1976 and 1977. 


Agriculture Terms of Trade Indicies 


1972 = 100 
Prices paid Prices paid Sector terms 
Year to farmers by farmers of trade 


1973 111 115 96 
1974 129 142 91 
1975 145 165 88 
1976 216 178 121 
1977 310 205 152 


Exceptionally high coffee and tea prices largely account for this 
dramatic reversal in 1976 of a previously declining trend for 
agriculture. When export sales are excluded the 1977 terms of trade 
are still slightly higher than 1972. The improvement is due to price 
increases for domestically consumed products, primarily cereals, 
Sugar, and milk. 


Manufacturing Output Increases 


Expansion of domestic demand resulting from high export earnings - 

led to an increase of 15 percent in the manufacturing sector's output. 
Wage employment in the sector increased by 8.4 percent to 118,000 

in 1977, and the value of wages paid was up 21.5 percent. Output 
increases were registered in all manufacturing activities except basic 
industrial chemicals, grain mill products, and meat products. Substantial 
increases of 20 percent or more were recorded in the production of 
clay and glass products, transport equipment, clothing, textiles, 
canned fruits and vegetables, cooking fats, beverages (mainly beer), 
plastic products, electrical machinery, and paper and paper products. 
While recording substantial gains in the domestic market, the 
manufacturing sector's performance in export markets was poor. The 
closure of the Tanzanian border not only closed off that market to 
Kenyan exports, but virtually eliminated what had been a growing 
market for Kenyan manufactures in Zambia and other central African 
countries. Despite a lot of activity and fanfare during the year, 

few alternative foreign markets for Kenyan manufactures were found. 
Growth in manufacturing was also hampered by delays in obtaining 
import licenses for raw materials and slow processing of export 
compensation payments and sales tax rebates. 


Construction picked up a bit from the doldrums of 1976. Private 

urban construction was up by 5.5 percent and employment rose moderately. 
Part of the reason for the construction industry's slower growth, 
compared to the general trend of the economy, may be due to the 

sharp rise in purchases of existing property. Funds generated by 

the commodity boom were used primarily for immediate purchases instead 
of being channeled into new construction activity. Moreover, a 





lag factor may be operative here. Building plans approved in 1977 

by municipalities are more than double those approved in 1976. 

These approvals should result in a substantial increase in construction 
activity in 1978 according to Kenyan financial institutions. 


Total consumption of energy increased moderately (4 percent) 

in 1977. About 85 percent of the energy consumed in Kenya is derived 
from oil, and the oil price increases of 1972 and 1973 slowed down 
energy usage considerably. Consequently, per capita energy consumption 
in 1977 was only 3 percent higher than in 1973. Domestic demand for 
products from the Mombasa oil refinery continued to grow and, in 
1977, accounted for 54 percent of sales while export sales had 

fallen to 46 percent from 54 percent in 1973. The loss of Tanzania 
as an export outlet due to the opening of Tanzania's refinery and 

the 1977 border closure, together with the completion of the Nairobi- 
Mombasa pipeline, which has reduced internal transportation costs, 
are factors which help explain this shift in demand patterns. 
Electricity consumption, which provides about 12 percent of Kenya's 
energy requirements, increased by 10.5 percent in 1977 to 1,273.6 
million Kwh. 


Employment and Inflation Increase 


The continued growth of the economy in 1977 led to a 5.3 percent 
increase in wage employment, and a total of 45,400 new jobs were 
created in the modern sector. This increase in employment compares 
favorably to the 4.1 percent annual rate of growth between 1972 

and 1977. Much of the increase, however, was in unskilled positions, 
and 1976 school leavers seeking more skilled employment experienced 
difficulties, increasing the already large numbers of urban unemployed. 
Total earnings from wage employment rose 13.6 percent to 1096 million 
doliars, but average earnings increased by only 8 percent. Given an 
estimated 13 percent increase in consumer prices over the year, real 
wages declined in 1977 by about 4 to 5 percent. This decline in 

real wages continued the trend which began in 1972. It is estimated 
that real wages have declined by an average of 2 percent a year over 
the last five years. 


Consuiier prices for the Nairobi lower, middle, and upper income 
groups rose by 21, 13.5, and 14.4 percent respectively. The high 
increases were accounted for primarily by upward movement in food 
prices and rent. The continued inflow of export earnings also 
contributed to the relatively high inflation rate experienced in 
1977. The accumulation of foreign assets, immediately reflected 

in currency and commercial bank deposits, led to an increase in the 
money supply of 47 percent over the year. Although the GOK and the 
Central Bank initiated various measures to reduce the highly liquid 
condition of commercial banks, the liquidity ratio remained high 
throughout the year (over 30 percent) and the ratio of lending to 
deposits fell substantially. Unlike the 1972-1975 period, imported 
inflation was not a significant factor this year. 





In spite of the high liquidity in the banking system, interest 

rates did not change. The notable exception was a sharp drop in the 
treasury bill rate from 4.37 percent in 1976 to 1.52 percent in 1977. 
The Central Bank came on heavy in the treasury bill market to help 
dampen money creation effects. In spite of the lower interest rate 
resulting from the Central Bank purchases, commercial banks increased 
their holdings of these assets by over 43 million dollars during 

the year, in what amounted to a holding operation until loan demand 
strenthened. 


Government Spending Up Sharply 


The passage of two supplemental budgets in the spring of 1978 

raised total government spending in FY 1978 to 1.5 billion dollars, 
a 50 percent increase over FY 1977 expenditures. The bulk of the 
supplemental increases were allocated to defense, bringing total 

FY 1978 defense spending to 201.6 million dollars. Defense spending 
accounted for 13 percent of the total FY 1978 budget and a little 
over 6 percent of Kenya's GDP. These are the highest levels of 
defense spending ever recorded by Kenya, and they are expected to 
continue over the next several years as Kenya carries out a long 
overdue military expansion and modernization program. The FY 1979 
budget proposes expenditures of 1.8 billion dollars, a 14 percent 
increase over the previous year. Education will receive the largest 
share of the budget and defense spending is expected rise above the 
200 million dollar level. Other significant expenditures will be 
allocated to the Ministries of Power and Communications (primarily 
for railway development), Water Development, Works (roads and military 
infrastructure), and Agriculture. 


The large FY 1978 supplementals produced a budget deficit of over 
500 million dollars, some 200 million dollars above the original 
estimate. The FY 1979 budget estimates a deficit of 100 million 
dollars, which appears somewhat optimistic. The past few years 

have shown that the GOK has a tendency to underestimate expenditures 
and overestimate revenues (including external resource transfers). 
Thus, large supplemental increases, usually financed by borrowings 
from domestic sources, have become the normal pattern. 


Bank Liquidity Remains High in 1977 


Although the banking system was highly liquid throughout 1977, the 
liquidity position has been declining steadily since September 1977 
as a result of government borrowing to finance the original FY 1978 
deficit and a substantial increase in private sector loan demand. 

By June, the Central Bank was worried that new government borrowings 
for the increased deficit and the FY 1979 anticipated deficit would 
constrict the domestic credit market. In order to ensure adequate 
resources to meet the government's financing needs, the Central Bank 
placed restrictions on commercial banks. Banks are now required to 
keep a cash balance on deposit in the Central Bank equal to 4 percent 
of their current reserves, and private sector lending will be curbed. 
Private sector lending in FY 1979 will not be allowed to expand by 
more than 18 percent over a bank's private sector exposure on June 30, 





1978. While these limitations will reduce private sector investment 
over the year, they should have a positive impact on inflationary 
pressures. 


Strong Balance of Payments Position in 1977 


The export boom in coffee and tea in 1977 was largely responsible 

for the successes and difficulties experienced by the Kenyan economy 

in 1977. Record export earnings led to an overall balance of payments 
surplus of 286 million dollars and, for the first time in 13 years, 

a current account surplus of 61 million dollars. Foreign exchange 
reserves stood at 535 million dollars at year-end 1977, almost three 
times the annual average of reserves in the period 1965 to 1975. 

This favorable foreign exchange position allowed Kenya to reduce its IMF 
credit by about 44 million dollars, primarily with a repayment of 

SDR 36 million borrowed under the oil facility in 1974. 


Kenya's trade performance in 1977 was characterized by a substantial 
rise in coffee and tea prices, coupled with a more moderate increase 

in import prices. The value of exports rose by 60 percent compared 

to an increase in imports of 34 percent. Thus, Kenya's terms of trade 
continued to improve, with the index reaching 120 at the end of the 
year. This improvement, however, is almost entirely accounted for 

by the price levels for coffee and tea.Kenya's export price index 
increased by 42 percent over the year, while the export quantity 

index rose by only 4 percent (from 107 to 111). This poor performance 
in export volume is largely the result of the Tanzanian border closure 
in February 1977. Tanzania had been a major market for Kenyan 
manufactured goods and provided the overland access for Kenyan goods 

to central African countries ( a market which had been growing steadily). 
As a result of the border closure, exports to Tanzania in 1977 fell 
to 25 million dollars, a decrease of 70 percent, and exports to 
Zambia (Kenya's main central African market) were down 23 percent. 


Aside from the disruption of trade with Tanzania, Kenya's trade 
pattern remained similar to previous years. Kenya's. major trading 
partners were the EEC countries, which as a group accounted for 45 
percent of Kenya's exports and supplied 43 percent of Kenya's imports. 
Within the EEC, the U.K. and Germany were Kenya's primary trading 
partners. The U.S. share of the Kenyan import market declined 
slightly from 5.8 percent in 1976 to 5.7 percent in 1977. The import 
increases were led by machinery, transport, and capital equipment, 
while the relative shares of fuels and lubricants and food and 
beverages declined. The main increases in exports came from coffee, 
tea,fluorspar, cement, and canned foods, while exports of pyrethrum, 
sisal, and maize decreased. 


Tourism continued to contribute to Kenya's foreign exchange earnings, 
accounting for 7 percent of 1977 foreign exchange receipts. Receipts 
from tourism in 1977 totaled 118 million dollars, an increase of 18 
percent from 1976. The overall performance of the tourism sector 

was mixed, however. The number of tourists declined by 22 percent 
but the average length of stay increased from 12 nights in 1976 to 

15 nights in 1977 and the hotel occupancy rate was up 7 percent. 
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Coast tourism increased significantly in the year as northern 
Europeans, particularly Germans, flocked to Mombasa on relatively 
cheap 15 day charters. Upcountry safari tours, on the other hand, 
declined sharply as North American tourists, normally attracted 

by the game parks, stayed away. The primary reasons for the 
decline in visits from North American tourists were the travel 
disruptions caused by the demise of East African Airways, the loss 
of the Tanzanian game park circuit after the border closure, and 
the Ethiopian-Somali conflict along Kenya's northern borders. 


Poor Prospects for 1978 as Coffee Revenues Fall 


The data available indicate that the Kenyan economy will face 
difficulties in 1978 due to declining export revenues, increased 
imports, higher inflation, and increased military expenditures. 
Export revenues are expected to fall sharply because of significantly 
lower world coffee and tea prices and a decline in Kenyan coffee 
production. During the first half of 1978 coffee prices have fallen 
to around 2500 dollars per ton on the London market from an average 
of over 6000 dollars per ton over the same period last year. The 
unusually heavy rains over the past two years have resulted in 

lower berry maturation and a higher incidence of coffee berry 
disease, which will bring a decline in output for the 1977/78 crop 
year. Conservative estimates forecast 1977/78 coffee output of 
around 77,000 metric tons, a decline of 13 percent from 1976/77, 
with export volume declining by approximately 10 percent. More 
recent estimates predict a drop of 30 to 40 percent, which seems 
more probable. In addition, tea prices have dropped by 45 percent 
since May 1978. July Mombasa auction prices averaged $1.68/kg 
compared to May prices which averaged $3.16/kg. 


These prices and production figures mean that Kenya can expect to 
earn only 200 to 250 million dollars from coffee and tea in 1978 
compared to over 500 million dollars in 1977. The first quarter 
1978 trade figures show that Kenyan exports have declined 19 percent 
from 1977's first quarter performance, the decline being almost 
entirely accounted for by a reduction in coffee earnings. The 

first quarter figures also show a sharp increase of 39 percent in 
imports compared to the first quarter of last year. The import 
advance was led by consumer goods and luxuries, reflecting strong 
demand from consumers flush with 1976/77 coffee money. Imports 

of motor vehicles, for example, increased by 83 percent over last 
year. Thus, Kenya registered a trade deficit of 152 million dollars 
in the first quarter of 1978 compared to last year's surplus of 

27 million dollars in the same period. 


The GOK has predicted a balance of payments deficit for 1978 of 
48 to 50 million dollars. However, the first quarter figures 
indicate a possible deficit in the range of 300 to 400 million 
dollars. Balance of payments constraints of the magnitude faced 
during the 1972 to 1975 period will therefore probably reappear 
in 1978 and can be expected to continue for several years. It is 
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highly likely that Kenya will be required in that period to seek 
balance of payments relief from the IMF and will step up its demands 
for foreign assistance. 


Inflation will be a second major problem during 1978. Already 

running at around 15 percent in Nairobi, the inflation rate is 
expected to be fueled by heavy government borrowing to finance 

the FY 1978 and FY 1979 budget deficits and the increased level 

of government expenditures in the coming year. Unlike the 

inflation experienced in the 1974-76 period, which was primarily 
imported, the 1977-78 increase will be largely domestically generated. 
Money supply in 1977 grew at 47 percent (on top of a 25 percent 

rise in 1976), and Central Bank of Kenya figures record an annual 

rate of growth of 60 percent in the first quarter of 1978. Consequently, 
forecasts of 20 to 30 percent inflation in 1978 are being discussed 

in the media and academic circles. The efforts taken thus far to 
control inflation and ensure the availability of resources for the 
government can be expected to slow down private sector expansion. 

In an economy where the private sector accounts for three-quarters 

of capital formation, constraints on that sector will impact 
adversely on GDP growth. 


Defense expenditures in 1978 are expected to account for 15 to 18 
percent of the GOK budget, a sharp increase from the historical 3 
to 5 percent levels maintained over the 1963-75 period. It should 
be noted, however, that this higher level of resource commitment 

to defense is still relatively low, and there is general agreement 
that the modernization of Kenya's armed forces is long overdue. The 
increased expenditures, however, will aggravate the impact of the 
depressed coffee market on the economy and may accelerate inflation. 
Kenya will face some difficult decisions in 1978 in order to align 
its diminishing financial resources with its priorities. There is 
little doubt that the military modernization program will continue 
but, unless there is a significant increase in resource transfers 
from abroad, cuts will have to be made elsewhere if more serious 
economic problems are to be avoided. 


Longer Term Outlook is Cloudy 


The economic difficulties expected over the next few years will 

take place at a time when Kenya will be confronted with increasingly 
difficult developmental choices. In a June speech the Governor 

of the Central Bank, Duncan Ndegwa, highlighted this problem by 
observing that an ''emerging resources constraint will force a harsher 
discipline on the economic choices facing the country'', Ndegwa's 
comments support the argument being advanced by the Finance Minister, 
Mwai Kibaki, and others, that Kenya has experienced fairly successful 
development in the past in large part because its policy goals have 
been relatively inexpensive and easy to achieve, representing, according 
to Kibaki, ''soft options''. Among these soft options were the 
Kenyanization of the public sector, redistribution of formerly 
European owned areas, attraction and protection of foreign direct 
investment, the development of institutions to facilitate industriali- 
zation andurbanization, import substitution, and the provision of 





basic education. 


These goals have been realized to a great extent, and the Kenyan 
government is now faced with addressing harder options. Among 
the problems identified by Kibaki, on which continued successful 
development depends, are the Kenyanization of the private sector, 
increasing agricultural productivity, marginal land reclamation 
and settlement, the development of rural instrastructure (most 
importantly in areas of marginal productivity), expansion of 
agricultural credit and domestic marketing and distribution systems, 
diversification of industry, improvement of the manufacturing 
sector's export performance, increasing employment opportunities, 
and modifying the educational system to provide the skills needed 
in a changing economic environment. 


Surprisingly, two of Kenya's most pressing and difficult problems 

- population growth and income inequities - are not identified in 
these "'hard'' options. Kenya's high population growth rate - 3.6 
percent in 1977 - has contributed to continuing high unemployment 
and poverty. Severe pressure on Kenya's prime agricultural land 

can be expected in the near future unless the rate of growth is 
checked. Thus far the government has not been successful in addressing 
the problem, and its policies have not conveyed a sense of urgency 
or concern. Income inequities between social classes and geographic 
regions are large and growing. Average incomes in Nairobi are eight 
times larger than the other provinces, except the Coast. Incomes 

in the western and northeastern regions are only one-third of the 
country-wide average. Kenya's long-term prospects will depend in 
large measure on how successfully these two issues are resolved. 


The new development plan, which is to be presented later this year, 
is expected to place heavy emphasis on the alleviation of poverty 
through the satisfaction of basic needs. This strategy, however, 
will have to be implemented within the context of the hard options 
indicated, above. The Kenyan economy is entering a new phase in its 
development, characterized by needs which are more costly to meet 
than those previously addressed and which will require more difficult 
decisions regarding priorities and resource allocation. Over the 
short term, implementation will be further hampered by the more 
immediate problems confronting Kenya: balance of payments constraints, 
domestic inflation, and increased military expenditures. 


IMPLICATIONS FOR THE UNITED STATES 


The United States continues to increase its economic interaction 

with Kenya. Trade between the two countries has grown steadily over 

the years to the point where the U.S. accounts for about 6 percent 

of Kenya's foreign trade. In 1977, the U.S. ranked fifth as a 

supplier of goods to Kenya and fourth as a purchaser of Kenyan 

exports. U.S. private direct investment in Kenya totals an estimated 
200 million dollars and is expected to increase during 1978 with new 
U.S. investments in a polyester fiber plant and a hybrid seed project. 
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There are approximately 125 U.S. firms represented in Kenya (many are 
regional sales offices, however), and six U.S. banks maintain a 
presence with branches or representative offices. 


U.S. bilateral economic assistance to Kenya has increased as well 
over the years. In FY 1977, the USAID program totalled 30 million 
dollars, compared to an annual average of about 13 million dollars 

in the FY 1973-76 period. Bilateral assistance in FY 1978 will be 
about 35 million dollars, and FY 1979 could see support continuing 
near that level. At present, USAID's efforts are concentrated in 
agriculture (smallholder food production, livestock development, 

and marginal lands development) and in health and family planning. 

It is anticipated that this focus will continue as USAID concentrates 
its efforts on improving conditions for the rural poor. This strategy 
is in accord with the Kenyan government's development goals and 
reflects the important role agriculture plays in the Kenyan economy. 


Increased U.S. economic interaction with Kenya is also indicated by 
the activities of the Export-Import Bank (EXIM) and the Overseas 
Private Investment Corporation (OPIC). EXIM has made loans for hotel 
expansion, fluorsparprocessing, and sugar manufacturing and is 
participating in the polyester fiber project. OPIC has an insurance 
exposure in Kenya of over 100 million dollars, and U.S. firms have 
applied for additional insurance to cover approximately 27 million 
dollars of investment. 


U.S. Department of Commerce trade promotion activities in 
FY 1978 included a water resources seminar mission in 
April, a public health trade mission in September, and a 
hotel and restaurant equipment catalog show in May. 
Events scheduled for FY 1979 comprise trade missions for 
aviation and avionics equipment (January), railroad 
equipment (July), and plastics production equipment 
(September) and a food processing video tape show (May). 


Despite the economic difficulties and resource constraints Kenya is 
expected to experience over the next few years, there continue to 

be good opportunities for U.S. investment and trade. Kenya Railways, 
for example, plans a major modernization program over the next 

several years with expenditures which could reach 175 million dollars. 
Of major interest are plans for improvement and development of yards 
(11.5 million dollars), a containerization terminal at Mombasa 

(3 million dollars), replacement of obsolete office equipment (6.6 
million dollars), improvement of telecommunications (10.7 million 
dollars), and construction of a wagon terminal at Homa Bay, Lake 
Victoria (5 million dollars). Also under consideration are the 
construction of two new lines (77 million dollars) and the re-alignment 
of the main Nairobi-Mombasa line (11.6 million dollars). The Kenya 
Posts and Telecommunications Corporation also plans major equipment 
replacement in the 1978-79 period. Officials from this corporation 
expect to visit the U.S. within the next year. 
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The implementation of the new development plan (which should be 
released later this year) should provide some specific opportunities 
for U.S. firms. The plan will most likely place heavy emphasis on 
increasing agricultural productivity, marginal land development, 

and the development of water resources. Technology, expertise, and 
financial assistance in these areas will be sought after. In the 
industrial sector, economists recommend that emphasis should be 
placed on faster development of agricultural based industries, such 
as food processing, on manufactures with export potential, and on 
the establishment of more small-scale industries in the rural areas. 
In general, industries which utilize local inputs, generate local 
employment, and have export possibilities will be favored by the 
government. 
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